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rable John Sparkman, Chairman
‘Comittee on Banking, Housing and Urbam Affairs

‘Yndted States Senate

:ﬁ;a;'ur.'Chairmah:

. You requested our comments on $.2050, 93d Congress which, if
.enacted, would be cited as the "Domestic Enterprise Bank Act.”

_Concerning the proposed establishment of the bank as a Covernmeat

& gporation, our Office has consistently takem the position that the .
public interest is best served when congressional control ower activitles
is exercised through annual reviews and affirmative action om placned
rograms and financing requiremente which attend the appropriation = . , )
“ipfoeesses, and through the applicatiom of statutes smd regulations which . =~ - el
. usually govern the operations of Government agencies. We believe that Lo 8

departures from the standard should be permitted only on a clear showing co '
that an ectivity which is susceptible of operatioun through 2 new regular

Government agency or through an expansion of similar programs in exist-
ing Governmeat agencies camnot be successfully operated in the public

~ interest within that framework.

Section 202 provides for the appointment of a board of directors
but is silent with regard to the payment of travel expenses and of com~
pensation. We believe the bill should gpecify any such payments that
may be made to board members.

Section 203 provides for an advisory committee of not less than
twenty persons; howaver, it provides no upper 1imit on the size of the
committse. Also, the section provides for payments to committee mem-
bers for reasonable expenses incurred on behalf of the Bamk but does
not specifically provide for any compensation for the time devoted by
such members to Bank activities. Ve believe these matters should be
clarified in the bill. '

Seetion 204 provides for capitalization of the Rank up to the
amount of $3 billion, through tha sale of corporation stock to the
Secretary of tha Treasury. This section also provides authority to
the Secretary of the Treasury to.obtain the funds for the stock pur-
chage by borrowing from the publie. This arrangement authorizes the
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;gh. corporation prior to.a need for the funds by the corporation. . Tp .
¥ -';obviatc these unnecessary costs, we suggesr. that this section wddd‘
- to read substantially as follows:

the acZ, in contributing to the elimination of poverty, to provide
" financing "om attractive terms.' Section 201 states that 'There is
" ‘hereby suthorized to be crsated a corporation for profit % » &

o=calle he appxapriationA
rocess. _The General Accounting Office has generally favored the fimc-

Scction 204(b) 1), wh:lch concerns the subscription of stock by the

. s;a.:ary of the Treasury, states that twenty percent of such subscrip-

tion "shall be paid at the time of aubnctiption" and that'these funds

~"ghall be available as needed by the Bank." We construe the first quoted

.¢lausa as controlling, and tharefore funda may be made gvailabls to the
Bank before a need develops. If premature purchase is mide, intarest
-costs wouldebe incurred by the Treasury to obtain funds for transfer to

. , "(1) Twenty per centum of such subscription cost shall '
be payable at any time after the date of incorporation in
saounts neaded by the Bank for its operations.”

'l'h:la change in language would make clear that funds are to be made
- available to the corperation by the Treasury only as naeded.

It is noted in section 2 (page 2, line 2) that it is & purpose of

(Lines 12 and 13, page 8; underscoring supplied.) Further, section 205(a)
suthorizes the corporation to make, participate in, or guarantes loanz,
and to insure loans or plen, initiates, own, and manage facilities. Ve
believe it appropriate that this section of the bill express the intent

- of Congress as to tha range of interest rates which may be charged om

loans made, indicating the general circumstances vhen each rate would
apply, and to indicate interest rate guides on gusranteed and insured
loans. If the corporstiom is to break even or have a profit as stated
in the sacond line of section 201 then it would be necessary to estab—

. lish the intarest rate structure so as to achieve an overall rate higher

than the rates paid on the corporation borrowings. If guides on interest
Tatas are not provided by the Congress, then the cazporation might be
8ulded primarily by the "attractive terms' provisions page 2, line 3,

ad the corporation would incur losses rather than have a profit.

{ng.of Government programs ‘through direct appropriations because of the ... ..
periodie congressional scrutiny and affirmative congressional action pro-
"+ ¢ided by the sppropristion process. Such scrutiny is not so readily

V-‘v‘jlgblc to the Congrass through "back doox" financing techniques. -




. above,

The effect of section 205(b) Would be to authorize the Bank to
. _porrow funds directly from the public through the issuance of bonds,
. .‘debenture

_.and throu

s, and other certificates of indebtedness, under subsection 1
gh the sale of its securities under gubsection 3, As wentloned
'we have generally favored the financing of Government programs

. through direct appropriations because of the verlodic congressional

:ff:gcrutiny and affirmative congressional action provided by the appropri-
. ation process that is not so readily available to the Congress through

Affl_*$ack door’’ financing techniques.

o Securities issued pursuant to section 205(b) would be issued on

i"; competitive or negotiated basis at the diseretion of the Board of

¢

Directors of the proposed Bank. We have observed over the years that
{nterest rates on money obtained fromfthe private sector through agen~
cles other than the Treasury Departoent, are -generally higher than on ..
funds obtained through regular public debt obligations with comparable

- 'maturities issued by the Treasury Departoment.

Asauming‘that the Congfess decides not teo finence this program
_through divect appropriations and that the financing contemplated dy -

" gection 205(b) should not be done through the Treasury, it 1s suggested

‘that the gctivities contemplated by that section might more ecomomically

" “be performed by existing Government personnel with broad ezperisnce in

‘this highly technical field. We therefore recommend that the finanecing
transactions under section 205(b) be handled by the Government National /S VsE

Mortgage Association in a manner similar tq, that provided in the Partic- AP

" "ipation Sales Act of 1966, Pub. L. 89-429 { for certain obligations ac~ =
\—-.--— -n -»<.,,<v"..."

quired by other Federal agencies. - QR

_ We note that under section 204(b) payment of the subscriptioa of
the United States to the Bank and repayments thereof shall be treated
as public-debt tramsactions. We believe that all ecapital tramsactioms
of the Bank, including those authorized umder section 205(b), should be

'j‘-v_vinclgcl;eq.__:E%%a'part of the public debt.

- *—wSectiOn 207(1) limits financing when other public or private financ-

ing ie not available on reasonsble terms and conditioms. Similar pro-
visions are included in the statutes authorizing loan programs of various

7 executive agencies such ss the Farmers Home Administration, Economic S

Development Administration, and Small Business Adminietration. Thus, it
18 not clear whether the Bank's loan funds will become available only
after a datermination has beer made that these other agencies will uot
Provide funds on reasonable terms and conditions.
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We note also that thé objectives to be attsined by the

‘bill sppesr to ba similar to the objectives outlined in existing
' “1egislation governing losn programs of the Departments of Commerce,
"' agriculture, and Housing and Urban Development, and the Small
" Business Administration. Thus, aside from our question above
‘as to the order of availsbility of funds under some loan prograns,

we question under what circumstances finsncing should be obtained

" gyom the Bank rather than from presently existing programs.

‘Furthermora, laws applicsbla to loan programs of the other agencies,

‘unlike the loans to be made by the proposed Bank specify maximum
joan periods. We believe it may be desirable to provide also for

a -axipun loan period In the dill.

ALY J

" S4nce the ténk’i§*£0'56”a Govefnmenﬁ’bbfﬁbfation,‘wa believe

"Notwithsetanding the provisions of smection 105
and 106 of tha Government Corporation Control Act,
the financirl transactions of the bank shall be
audited by the Comptroller General not less than
once during each three-year pariod and reports of

- the results of each such audit made to the Congress
wvithin six and one-half months following the end of
the fiscal yesar covered by the audit.”

If the bank i3 not to be subject to the Govermment Corporation
Control Actthe audit and reporting language in saction 209 should
be revised to read substantially as follows:

YSec, 209 The accounts and operatiomns of o
the bank shall be subject to audit by the Comptrollar
General at such time and to such extent as he shall
detarmine, The representatives of the General
Accounting Office shall have asccess to all books,
accounts, records, reports, files, and all other. -
papera, things, or proparty belonging to or Ia usa
by the corporation and necessary to facilitata the
audit, and they shall be afforded full facilities
for guditing the accounts and operations, and in
verifying ctransactions with the balances or
sacurities held by depoaitaries, fiscal agents, and
cugtodiang, A report of any sueh avdit may be made by the
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‘that, it should be made aubject to the Government Corporation Control = :
" Act¥and that_section 209 should be revised to so provide with the -

sdded provision thati™ "~
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Comptroller Gemeral to the Congreas when he deems it
nacessary to keep Congrese informed of the operations
and financialcondition of the corporation, together
with such recosmmendations with respect thereto as the
" Comptroller qsn;ncral may deem advisable.”

U 'Section 210 requires the Bank to submit an annual report to the
‘president and to the Congrees but is not spacific as to the contents
.of the report. We:ibelieve this section should gpecifically require
hat the report include a statement of assats, liabilities, capital
‘gnd surplug or deficit smd & statement of income snd expense; a&nd
tatement of sourcas and applicatiom of funds. Also, it is not clear = S
“fron this saction what shall be the fiscal year of the Back. We T J
.guggest that this eection should be amended to ahow that the operating
‘fiscal year.of the Bank shall be the same as the figeal year of the

' Federal Govcrnnant. Several technical reasons are included on en--

_¢losed shaet for your consideration. :

LA

‘ Sincerely yours,

Banl G- Dembling

{FoZ, the Comptroller General
of the Unitsd States
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